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I. INTRODUCTION1

Q. Please state your name, occupation and business address.2

A. My name is Robert W. Starr.  I am Senior Vice President and Treasurer of 3

Frontier Communications Corporation (“Frontier” or the “Company”).  My 4

business address is 3 High Ridge Park, Stamford Connecticut, 06905.5

6

Q. Please state your educational background and experience.7

A. I earned a B.S. in Marketing from the State University of New York, College at 8

Oswego, and an MBA in Finance from New York University’s Stern School of 9

Business Administration. My executive education includes the Financial 10

Management Program at the Stanford University Graduate School of Business 11

and the Negotiations Program at Columbia University’s Graduate School of 12

Business.13

14

Q. Please provide a brief history of your employment and current 15

responsibilities at Frontier. 16

I was appointed Treasurer of Frontier in August 2012.  I am responsible for 17

Frontier’s Treasury operations, including cash and investment management, 18

capital markets activities, committed credit facilities, and managing relationships 19

with banks, debt investors and rating agencies. I am also responsible for assisting 20

the Company’s Retirement Plan Committee in managing Frontier’s pension and21

401(k) plan, and its Fleet operations and activities.  Prior to that, I served as 22

Global Treasurer at Lazard Frères & Co. LLC, where I was responsible for global 23
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cash and investment management, risk management, and management of all bank 1

and rating agency relationships. Previously, I was Managing Director and 2

Corporate Treasurer for the Ambac Financial Group, Inc., where I established a 3

formal treasury function and was responsible for cash and investment 4

management, bank and rating agency relationship management, committed credit 5

facilities, securities and derivatives settlements and capital markets, including for 6

asset-backed structured vehicles. Before that time, I was First Vice President, 7

Treasury, of Salomon Smith Barney, Inc. after having served as Assistant Vice 8

President, Risk Analysis and Management for Bank of America. 9

10

Q. Have you reviewed the testimonies of Kathleen Abernathy, Executive Vice 11

President, External Affairs, and Ken Mason, Vice President – Business 12

Operations, both of Frontier, and how does your testimony relate to their13

testimonies?14

A. Yes, I have reviewed and agree with the testimonies of Ms. Abernathy and Mr. 15

Mason. Ms. Abernathy’s testimony addresses Frontier’s managerial suitability, as 16

well as related service issues and public interest issues in the application of 17

Frontier to acquire The Southern New England Telephone Company (“SNET”) 18

from AT&T Inc. (“AT&T”) (the “Transaction”).1 Mr. Mason’s testimony 19

addresses Frontier’s technological suitability, operations, service quality, and 20

related aspects of the Transaction. Their discussions of Frontier’s qualifications 21

1 In the Transaction, Frontier will also acquire SNET America Inc. (“SAI”), which was formerly a certified 
local exchange carrier in Connecticut.  SAI provides interstate interexchange and international calling and 
calling card services. SAI relinquished its Connecticut certification, and the relinquishment was approved 
by the Public Utilities Regulatory Authority (“PURA”) in 2007.
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and capabilities in the context of the Transaction are complementary and 1

consistent with my testimony.  My testimony focuses on the financial aspects of 2

the Transaction and addresses Frontier’s financial suitability to acquire SNET.  3

4

Q. Please summarize your testimony.5

A. My testimony will address the following areas and topics:6
7

A summary of the Transaction with a focus on Frontier’s financial 8

rationale and key financial metrics;9

Commentary on how the Transaction will affect Frontier’s capital 10

structure and expected financial flexibility;11

A summary of the financial community’s view of the Transaction, 12

including the perspectives of the credit ratings agencies; and13

Summary comments about why the Transaction is important to customers, 14

employees and the state of Connecticut in the creation of a financially 15

stronger and focused wireline telecommunications operator.16

17

II. FINANCIAL RATIONALE AND KEY FINANCIAL METRICS IN THE 18
PROPOSED TRANSACTION19

20
Q. Please provide an overview of Frontier’s current financial condition.21

A. Frontier is a financially sound full-service telecommunications provider with22

publicly-traded debt and equity securities.  The Company’s equity market 23

capitalization exceeds $4.6 billion, and the Company reports annual revenues of 24
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more than $4.8 billion based on the year ended December 31, 2013.2 By way of 1

background, as of year-end 2013, Frontier operates in 27 states and serves 2

approximately 3.1 million customers, including 1.9 million broadband customers3

and 385,000 video customers.3 As of December 31, 2013, Frontier had4

approximately 13,650 employees based entirely in the United States, including 5

approximately 200 employees at the Company’s headquarters in Connecticut.6

Frontier is a profitable company that meets expenses, invests in advanced 7

communications infrastructure, and provides a return to its shareholders.  In 2013,8

Frontier’s adjusted earnings before interest, taxes, depreciation and amortization 9

(“EBITDA”) margin was approximately 47 percent.4 Over the same period, the 10

Company added more than 112,000 broadband customers and it generated more11

than $862 million in free cash flow.  Frontier’s adjusted EBITDA in 2013 was 12

just over $2.2 billion.  Since the second quarter of 2010 to December 31, 2013,13

Frontier improved its capital structure by reducing its net debt to EBITDA ratio 14

from 4.04x to 3.23x.5 For additional background information on the Company’s 15

current financial position, please see Frontier’s 2013 Form 10-K, attached hereto 16

as Exhibit RWS-3.17

18

2 Exhibit RWS-1, Frontier Earnings Release, “Frontier Communications Reports 2013 Fourth Quarter and 
Full Year Results,” February 24, 2014. 
3 Ex. RWS-1.
4 Id.
5 Since the announcement of the Transaction, Frontier released its fourth quarter financial results and 
reported that net debt to adjusted EBITDA had improved to 3.23x.  See Exhibit RWS-2, Frontier Analyst 
Presentation, “Investor Update, Fourth Quarter 2013,” February 24, 2014, slide 19.
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Q. Can you provide an overview of the proposed Transaction?1

A. Yes.  On December 16, 2013, Frontier and AT&T Inc. (“AT&T”) entered into an 2

agreement (the “Agreement”) whereby Frontier will purchase from AT&T all of 3

the issued and outstanding capital stock of SNET free and clear of all 4

encumbrances.  The purchase price for the Transaction is $2 billion, to be paid in 5

cash, subject to certain adjustments for working capital.  The closing on the sale 6

will occur following receipt of necessary regulatory approvals and satisfaction or 7

waiver of other closing conditions as set forth in the Agreement.  Upon closing, 8

Frontier will be the holding company and the sole stockholder of AT&T’s local 9

exchange carrier (“LEC”) operations in Connecticut, and SNET will be a first-tier 10

subsidiary of Frontier.  SNET will be without debt when it is acquired by Frontier.11

12

Q. What is Frontier’s plan for transitioning services from AT&T to Frontier’s 13

operations?14

A. The Transaction currently is expected to close during the second half of 2014.  15

The preparatory work to convert the Connecticut operations to Frontier’s systems 16

is expected to take approximately nine months from the date of the Agreement.  It17

is the plan of Frontier and AT&T that the conversion of the SNET operations to 18

Frontier’s systems will occur on or about October 1, 2014, contemporaneously 19

with the closing of the Transaction. Ms. Abernathy and Mr. Mason testify more 20

fully about the planned transition and conversion process.21

22
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Q. What assets and operations in Connecticut are to be acquired from AT&T by 1

Frontier?2

A. Upon consummation of the Transaction, Frontier will own SNET, including its 3

incumbent LEC, retail broadband, and video businesses in Connecticut.  These 4

operations include approximately 900,000 access line customers (about 60 percent 5

of which are residential switched and Voice-over-Internet-Protocol (“VoIP”)6

customers and about 40 percent of which are business customers); approximately 7

415,000 broadband customers; and approximately 180,000 video customers. As8

part of the Transaction, all of AT&T’s wireless assets and certain enterprise-9

focused wireline assets will be retained by AT&T. After the Transaction is 10

completed, Connecticut will continue to have multiple telecommunications 11

carriers, including the wireless and enterprise operations that AT&T will retain in 12

the State.13

14

Q. Please further describe and provide additional detail related to the financial 15

expectations for SNET and implications for the Transaction.16

A. The Transaction is strategic for Frontier and is based on attractive terms.  17

Importantly, the Transaction is expected to be accretive to the Company’s free 18

cash flow, as well as free cash flow per share in the first full year. The SNET 19

operations are estimated to generate approximately $1.3 billion in revenues in 20

2014 on a pro forma basis, resulting in approximately $338 million in estimated 21

2014 pro forma EBITDA.  In evaluating the Transaction, Frontier identified $75 22

million of AT&T-allocated costs that are not transferring to Frontier and that will 23
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be eliminated immediately; based upon available information, we are confident 1

that those costs will not be incurred by Frontier on Day 1 after the Transaction 2

closes and going forward.6 As such, Frontier will acquire 2014 pro forma Day 1 3

EBITDA of approximately $413 million.  The $2.0 billion purchase price implies 4

an estimated 4.8x multiple of 2014 pro forma Day 1 EBITDA.  Additionally, 5

based upon available information, the Company expects to achieve another $125 6

million in annualized cost savings by the end of the third year of operation, 7

resulting in $200 million in total annualized cost synergies by the end of that 8

period.7 After these additional run-rate cost synergies are achieved, 20149

estimated pro forma EBITDA rises to approximately $538 million, implying a 10

3.7x pro forma purchase price multiple.  I note that Frontier has had experience 11

both acquiring and operating significant telephone operations.8 Therefore, based 12

upon available information, Frontier is confident in its ability to deliver on these 13

cost reduction plans, while ensuring high quality services.  In addition, the 14

Company has exceeded its cost synergy targets for past acquisitions, even while 15

investing in new services.  Most recently, Frontier exceeded its projected cost 16

reductions by 30 percent in the much larger and more complex fourteen-state 17

Verizon Communications Inc. (“Verizon”) transaction, and has increased 18

broadband availability at the same time. The current Transaction is an increase in 19

6 Application, Ex. 6A (Frontier Press Release, December 17, 2013).
7 Id.
8 Most recently, in 2010, Frontier paid $8.6 billion to acquire then integrate LEC operations of Verizon 
across 14 states, including communications assets serving the majority of West Virginia.  The other states 
were Arizona, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, 
Washington, Wisconsin, and some rural California regions. The transaction was funded through $5.3 
billion in Frontier stock and $3.3 billion in debt.
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the scale of the Company’s operations, without a diversion into unrelated 1

activities, and improves the economies of its existing centralized functions.2

3

Q. How is the acquisition of the SNET operations expected to impact Frontier’s 4

financial performance?5

A. The Transaction is financially compelling and will strengthen Frontier by 6

providing greater scale and geographic diversity of operations. The pro forma 7

financial characteristics of the combined company demonstrate the rationale for 8

the Transaction. The Transaction is expected to be accretive to the Company’s 9

free cash flow, as well as to free cash flow per share, in the first full year after 10

closing, and improve the Company’s dividend payout ratio.  This is expected to11

reinforce the sustainability of the dividend, which is important as will be 12

explained below, and it allows the Company additional flexibility in terms of 13

capital expenditures and support for services.        14

15

The following table provides a summary of high-level service and financial 16

metrics for Frontier on a standalone basis and pro forma for the proposed 17

Transaction, excluding certain AT&T-allocated costs which are not transferring to 18

Frontier.19

20

21

22

23
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TABLE 1: Summary Frontier Standalone and Pro Forma Financials1
2

Statistics Frontier Standalone
(9/30/13)

Frontier Pro Forma
(2014E)

Revenue $4,814M $6,065M
EBITDA $2,242M $2,780M
CAPEX $661M $808M

Source: Frontier Communications Investor Presentation, December 17, 2013.93
4

5

Q. Does Frontier anticipate additional costs and investments related to the 6

integration of the SNET operations?7

A. As described in more detail by Ms. Abernathy and Mr. Mason, Frontier has 8

committed to a prudent integration plan, with activities having already begun and 9

expected to continue for a period after closing.  The Company currently estimates 10

$225 million to $275 million in operating expenses and capital expenditures 11

related to integration in 2014-2015.12

13

Q. How does the price paid for SNET compare with the prices in recent 14

transactions for similar companies?15

A. The agreed-upon price is fair, the Transaction strengthens the Company 16

strategically, and investors will be assured by stable and improving financial 17

metrics. This will allow the Company to invest in the LEC operations in 18

Connecticut and in innovation and growth in the business in the future. As 19

discussed above, Frontier is paying an enterprise value (“EV”) to estimated 201420

9 Application, Ex. 6B (Frontier Investor Presentation, December 17, 2013), slide 15.
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pro forma Day 1 adjusted EBITDA purchase price multiple that is 4.8x.10 By 1

comparison, as of March 7, 2014 according to Yahoo Finance, Frontier’s2

EV/EBITDA multiple, based on its market capitalization and December 31, 2013 3

balance sheet, was approximately 5.5x, while CenturyLink Inc.’s (“CenturyLink”)4

multiple was 5.3x and Windstream Holdings, Inc.’s (“Windstream”) was 5.7x.  5

Recent transactions involving the purchase of other LECs support Frontier’s 6

belief that the acquisition price is attractive.  The table below provides additional 7

perspective.11 For purchase price multiples from transactions since 2008, the 8

median transaction multiple is 5.2x for all of the six larger transactions in that 9

period and is 5.9x after excluding the tax-advantaged deals.  In short, Frontier is10

confident that the purchase price for the Transaction is attractive, resulting in a11

financially sound operator, thereby benefiting the combined company’s 12

Connecticut customers, employees and other stakeholders.13

14

10 The EBITDA used is based on the exclusion of $75 million in previously-allocated AT&T overhead 
costs.  See Application, Ex. 6B, slide 6.
11 The FairPoint-Verizon transaction employed a Reverse Morris Trust that benefited Verizon, meaning that 
Verizon derived economic benefit from avoided taxes.  This was also the case in the Frontier-Verizon 
transaction in 2009.  The CenturyLink- Embarq and CenturyLink-Qwest transactions were stock-for-stock 
and therefore were not taxable.
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TABLE 2: Recent Transactional Valuation Multiples121

2

3

III. COMMENTARY ON HOW THIS TRANSACTION WILL BE FINANCED 4
AND THE EFFECT ON FRONTIER’S BALANCE SHEET AND 5
EXPECTED FINANCIAL FLEXIBILITY6

7
Q. How will the Transaction be financed?8

A. Frontier has agreed to pay $2.0 billion for the Transaction. In order to ensure that 9

the closing of the Transaction is not contingent on financing, on January 29, 2014, 10

Frontier entered into a $1.9 billion Bridge Credit Agreement with certain lenders, 11

led by JPMorgan Chase Bank, with rates to be defined based on market 12

conditions.13 It is Frontier’s plan to fund the Transaction using new debt raised in 13

the public markets prior to the Transaction closing, ultimately expected to be in 14

12 Source; Charlesmead Advisors, LLC.
13 JPMorgan Chase Bank, N.A., is the Administrative Agent; J.P. Morgan Securities LLC, Citigroup Global 
Markets Inc. and Morgan Stanley Senior Funding, Inc., are Lead Arrangers and Joint Bookrunners; 
Citibank, N.A., Morgan Stanley Senior Funding, Inc., are Syndication Agents; Barclays Bank PLC, Credit 
Suisse Securities (USA) LLC, Deutsche Bank Securities Inc. and RBS Securities Inc. are Documentation 
Agents.  See Application, Ex. 5.

2006 - Present 2008 - Present

Date EV/EBITDA Excluding 
tax-affected EV/EBITDA Excluding 

tax-affected
FTR-CTCO 9/18/06 6.7x 6.7x
CTL-Madison River 12/18/06 8.4x 8.4x
FRP-VZ 1/16/07 6.3x
WIN-CTCI 5/29/07 10.1x 10.1x
CNSL-NPSI 7/2/07 7.6x 7.6x
CTL-EQ 10/27/08 4.5x 4.5x
WIN-DECC 5/11/09 5.2x 5.2x 5.2x 5.2x
FTR-VZ 5/13/09 4.5x 4.5x
WIN-Lexcom 9/8/09 5.9x 5.9x 5.9x 5.9x
CTL-Q 4/22/10 5.1x 5.1x
CNSL-SURW 2/6/12 6.3x 6.3x 6.3x 6.3x

Average 6.4x 7.2x 5.3x 5.8x
Median 6.3x 6.7x 5.2x 5.9x
Source: Charlesmead Advisors, LLC
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the form of senior unsecured notes, and approximately $100 million of existing1

cash, but with the Bridge Credit Agreement in place to provide an assured source 2

of funding should the public markets not be an available source of funding.3

Existing cash, coupled with ongoing free cash flow generation, will be used to 4

support the Transaction and integration costs during the period prior to the 5

Transaction closing.  There is no financing contingency. Frontier is a known and 6

seasoned issuer of public market debt, and ongoing access to the capital markets, 7

as a supplement to free cash flow from operations, will help ensure that the 8

Company has the necessary financial resources to continue to provide excellent 9

service to Connecticut customers. Additionally, as of December 31, 2013, 10

Frontier had $880 million of unrestricted cash and a $750 million unsecured 11

revolving credit line that is undrawn and fully available for general operating 12

purposes.13

14

Q. What will be the effect of the Transaction on Frontier’s balance sheet and 15

liquidity?16

A. The leverage impact of the Transaction is modest and manageable.  Frontier 17

estimates that its net debt to pro forma adjusted EBITDA leverage ratio will 18

increase by only 0.4x at the closing.  As noted above, the net debt to adjusted 19

EBITDA was reported at the end of 2013 to be 3.23x. In addition, the Company’s 20

liquidity remains strong.  Frontier continues to forecast free cash flow generation 21

from its existing operations and, as stated, the Transaction is expected to further 22

increase free cash flow.  23
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1

Q. How does Frontier’s financial strength compare with that of other similar 2

telecommunications carriers?3

A. Frontier compares favorably with similar telecommunications carriers in terms of 4

financial strength.  The table below provides perspective regarding certain of 5

Frontier’s equity and leverage metrics in comparison with other LECs.14 As 6

indicated in the table, Frontier’s dividend payout ratio (defined as the annualized 7

dividend payment divided by estimated pro forma 2014 levered free cash flow) is 8

lower than most of the dividend-paying carriers in the table, and Frontier’s payout 9

ratio is expected to be reduced within the first year after the Transaction.15 The 10

payout ratio is a measure of Frontier’s ability to pay dividends to its equity 11

investors while maintaining flexibility in terms of operating cash flows available 12

for other uses.  The table also indicates that Frontier’s leverage is currently in line 13

with its peers.  At closing, the Company’s net debt to latest twelve months 14

estimated pro forma EBITDA is expected to rise by 0.4x.1615

16

17

18

19

20

14 This comparison includes Alaska Communications Systems Group, which does have a significant 
wireless partnership with General Communications Group in Alaska, but the company is otherwise 
regarded as a comparable carrier.  AT&T and Verizon are not similar as a large percentage of their business 
is derived from wireless services, and both carriers are benefiting from revenue growth in wireless and 
equity capital appreciation driven by that growth. 
15 Application, Ex. 6B, slide 8.
16 Id., slide 16.
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TABLE 3: Comparable Company Payout and Leverage Ratios1

2014E 
dividend 

payout ratio 
(9/30/13)

Total 
debt/LTM 

9/30/13 
EBITDA

Net 
debt/LTM 
9/30/2013 
EBITDA

Frontier (w/o 
SNET) 52.7% 3.6x 3.3x
CenturyLink 47.2% 2.7x 2.7x
Windstream 66.5% 3.7x 3.7x
Consolidated 
Coms. 141.3% 4.1x 4.1x
Alaska Coms. N/A 3.7x 3.3x
Lumos 116.1% 4.0x 3.3x
Median 66.5% 3.7x 3.3x
Source: JP Morgan and Yahoo Finance

2

A. Can you comment further about the dividend?3

Q. Yes.  Frontier’s current dividend payout policy is reasonable and appropriate.  4

Table 3 above indicates that Frontier’s dividend policy, as established by the 5

Company’s board of directors, has been and, we expect it will continue to be,6

prudent in maintaining this important source of financial strength while retaining7

flexibility to reinvest cash back into the business.8

9

A. How will Frontier prioritize investing in its business and network relative to 10

paying the dividend?11

Q. Frontier’s management stated on the day the Transaction was announced that its 12

top priority for the use of its cash flow is to continue to invest appropriately in 13

improving and maintaining its advanced communications network.  In 14

management’s opinion, the network is a primary asset for the Company and, as 15

such, the network will come first in capital allocation decisions.  Sustaining the 16
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dividend is important, but it is secondary to the network and business.  With the 1

incremental free cash flow that the Transaction generates on a pro forma basis for 2

Frontier, the Transaction both provides significant flexibility for continued 3

investment in the network and improves the sustainability of the dividend.174

5

IV. SUMMARY OF THE FINANCIAL COMMUNITY’S VIEW OF THE 6
TRANSACTION, INCLUDING THE CREDIT RATING AGENCIES7

8
Q. How do the credit rating agencies view the Transaction?9

A. On the day the Transaction was announced, Standard & Poor’s Ratings Services 10

(“S&P”) published a brief note indicating that its ratings and outlook were not 11

immediately affected, in part because Frontier’s “pro forma net debt to EBITDA 12

is around 3.7x, which is only modestly higher than our 2013 estimated leverage of 13

3.5x.”18 We note parenthetically that we announced our expectation that the ratio 14

will rise by 0.4x, and our more recent financial report as of the end of 2013, 15

indicated that the ratio was 3.23x. S&P also noted that the Transaction improves 16

the Company’s scale, the potential synergies are meaningful, and integration risk 17

would be substantially lower than in the Verizon acquisition.  That same day, 18

17 Exhibit RWS-4, Transcript of Call with Investors, “Acquisition of Wireline Business and Statewide Fiber 
Network from AT&T by Frontier Communications Co,” FACTSET: CallStreet, December 17, 2013, at 11:

“John Jureller – Frontier Communications Corp.: I think we have . . . priorities around our cash 
flow rather than a target per se . . . we want to make sure that we are continuing to invest 
appropriately in our network . . . that is built and is strong, it’s a primary asset for the company. 
And then we sustain our dividend, that’s very important for our shareholders. We’re going to 
continue to make sure that that’s in place. And then we’re going to take our excess cash flow. 
We’ll also pay our current maturities and then take any excess beyond that and look at what are 
the other opportunities within the capital structure, whether it’s an accelerated paydown of debt or 
other things. So those priorities remain in place, they’ve been our priorities and will continue to 
be.”

18 Exhibit RWS-5, Standard & Poor’s Ratings Services, RatingsDirect, “Frontier Communications Corp. 
Ratings Are Unaffected By Its Plan To Buy AT&T’s Connecticut Wireline Business,” December 17, 2013, 
at 1.  The note concludes “We will evaluate recovery ratings for Frontier's debt issues once we have more 
specific information on the capital structure of the company, pro forma for the acquisition.”
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Moody’s Investors Service (“Moody’s”) placed the ratings of Frontier on review 1

for downgrade, but did not revise its ratings pending the completion of its 2

review.19 The following day, Fitch Ratings (“Fitch”) downgraded Frontier’s3

credit rating to 'BB' from 'BB+' and revised its outlook to Stable from Negative.204

Given the prior Negative outlook, the Company believes that the downgrade by 5

Fitch was predictable and was principally based on the increase in Frontier’s pro 6

forma net leverage as a result of the Transaction.    7

8

Q. How do you view the perspectives of the credit ratings agencies?9

A. The Transaction consideration is in cash, and Frontier will fund the purchase by 10

issuing new debt. As a result, Frontier’s estimated pro forma leverage ratio (net11

debt to EBITDA) at the close of the Transaction is expected to rise modestly by 12

approximately 0.4x. The ratings agencies’ comments generally are focused on 13

this increase in the leverage ratio that S&P has rightly described as “modestly 14

higher.”21 Moody’s cited what it perceives as a “departure from Frontier’s prior 15

stated conservative financial policy and discipline which . . . was centered around 16

debt reduction.”22 We would respond that, rather than changing its long-term 17

policy and discipline, Frontier is making a strategic decision that includes higher 18

levels of debt in the near term to acquire the SNET operations. More importantly, 19

the Company believes firmly that its performance in integrating and operating 20

19 Exhibit RWS-6, Moody’s Investors Service, “Rating Action” Moody’s places Frontier’s Ba2 corporate 
family rating on review for downgrade,” December 17, 2013.  
20 Exhibit RWS-7, FitchRatings, “Fitch Downgrades Frontier Communications’ IDR to ‘BB’: Outlook 
revised to Stable,” December18, 2013 .  
21 Ex. RWS-5, at 1.
22 Ex. RWS-6, at 1.
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SNET will make Frontier a stronger company with a better credit profile over 1

time. Fitch confirms Frontier’s strategic rationale for the Transaction, which is 2

“increased scale . . . improved free cash flow . . . [and the fact that the] assets 3

being acquired will not require material additional capital spending given past 4

network upgrades by AT&T.”23 Fitch also states that Frontier should be able to 5

manage debt maturities through at least 2016 without additional borrowings (thus 6

reducing leverage through the use of cash and free cash flow) and that the 7

Company has ample liquidity.  We agree with Fitch’s assessments.8

9

Q. What was the opinion of the equity analysts regarding the Transaction?10

A. To the best of my knowledge, no financial analyst who covers Frontier’s stock 11

downgraded his/her equity rating as a result of the Transaction.  However, 12

virtually all of the analysts highlighted that the acquisition likely will generate13

positive results for Frontier’s pro forma operations and for the owners of the 14

Company’s stock.  Specifically, the equity analysts noted that the pro forma 15

combined company should generate more free cash flow and improve Frontier’s16

dividend payout ratio.  Morgan Stanley’s Simon Flannery was representative:17

“We believe this transaction is positive for the company, given the 18

additional support for the dividend and the reasonable multiple. Frontier 19

has a strong track record of integrating acquired properties, delivering 20

$650M of synergies from the Verizon lines (v. initial guide of $500M), 21

23 Ex. RWS-7, at 1.
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and plans to launch additional products such as Frontier Secure throughout 1

the state.”242

John Hodulik at UBS Global Research provided a similar opinion, while 3

maintaining his Buy rating on the stock:4

“We believe the opportunity for Frontier will be to stabilize revenues, cut 5

cost [sic] and improve FCF [free cash flow]. We estimate the deal will be 6

12% accretive to FCF on Day 1 (exc. synergies), lowering the dividend 7

payout to 49% from an estimated 55% in 2014. Mgmt noted the priorities 8

for use of cash are network investment and dividend coverage . . .”259

10

V. THE TRANSACTION IS IMPORTANT TO CUSTOMERS, EMPLOYEES 11
AND THE STATE OF CONNECTICUT BECAUSE IT CREATES A12
FINANCIALLY STRONGER AND FOCUSED WIRELINE 13
TELECOMMUNICATIONS OPERATOR14

15

Q. What is the strategic benefit of the Transaction for key stakeholders in the 16

State of Connecticut?17

A. Frontier is operating in a highly competitive telecommunications industry today.  18

From a financial perspective, the Company is focused on generating improving 19

cash flows through a broader and richer set of products—broadband, video, voice, 20

integrated communications, and enhanced services to wholesale/business/retail 21

customers.  The evolving product portfolio is possible because of Frontier’s focus 22

on the best and most effective communications technologies and on an ongoing 23

24 Exhibit RWS-8, Simon Flannery, “Frontier Communications Corp Quick Comment: Accretive 
Acquisition in the Home State,” Morgan Stanley, December 17, 2013, at 1.
25 Exhibit RWS-9, John Hodulik and Batya Levi, “Frontier Communications Corp, Adding to scale with an 
accretive deal,” UBS Global Research, December 17, 2013, at 1.
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disciplined approach to capital investment.  The SNET acquisition provides 1

Frontier with more scale, improved cash flows, opportunity to provide U-verse2

and other broadband and video services, and a concentration of high-quality 3

personnel in the state of Connecticut.4

5

Q. Will Frontier be able to maintain the level of service provided by AT&T in 6

Connecticut? 7

A. The Company is confident that it will be able to provide improved wireline 8

communication services in Connecticut. Frontier does not have wireless 9

operations or international commitments that compete for its management 10

attention or for its capital resources.  Frontier accomplishes its strategic goals only11

if the Company meets the needs of its wireline telecommunications customers.  I 12

reaffirm the assertions of Ms. Abernathy and Mr. Mason regarding Frontier’s 13

singular strategic focus.  My responsibility is to assure access to the financial 14

capital required to provide the ability for the Company to invest in continually 15

improving Frontier’s wired network-based services.16

17

Q. Can you summarize your testimony?18

A. Yes. My testimony has highlighted Frontier’s capital resources, the reasonable 19

price to be paid for the Transaction, the financial metrics that support the fact that 20

Frontier has a sound financial strategic set of goals, and the Company’s proven 21

commitment to providing high-quality products and services over advanced 22

communications network infrastructure.  In addition, Frontier relies on a long 23



 20

history in which it has proven to be a financially and operationally responsible 1

corporate citizen in the 27 states in which it currently operates. Frontier is2

financially suitable and responsible to acquire SNET and serve the interests of the 3

State of Connecticut, the citizens, the businesses, residential customers, wholesale 4

carriers, and the SNET employees.5

6

Q. Does this conclude your direct testimony?7

A. Yes, thank you.8
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at
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r f
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at
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at
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 re
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 b
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t c
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ra
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